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conditional on receiving SEC enforcement action, the same firms also receive materially 
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7KH 8QLWHG 6WDWHV &RQJUHVV SOD\V D FULWLFDO UROH LQ VKDSLQJ JRYHUQPHQW SROLF\ DQG
JRYHUQLQJ FRUSRUDWH EHKDYLRU EHFDXVH RI WKH SRZHU DVVLJQHG WR LW YLD $UWLFOH , RI WKH 86
&RQVWLWXWLRQ&RQJUHVVLRQDOWDVNVDUHGLYLGHGDQGGHOHJDWHGWRFRPPLWWHHVWKDWKDYHVSHFLDOL]HG
OHJLVODWLYHDQGUHJXODWRU\RYHUVLJKWUHVSRQVLELOLWLHV'HVSLWH&RQJUHVV¶VLQIOXHQFHRQYLUWXDOO\DOO
HOHPHQWVRI WKH86 HFRQRP\ WKHUH LV UHODWLYHO\ OLWWOH HPSLULFDO HYLGHQFHDERXW WKH LPSDFWRI
FRQJUHVVLRQDOUHSUHVHQWDWLRQRQ6(&UHJXODWRU\HQIRUFHPHQWDFWLYLW\DJDLQVWFRUSRUDWLRQV,QWKLV
SDSHUZHDWWHPSW WRSURYLGH LQVLJKWVDERXW WKLV WRSLF LQ WKHFRQWH[WRI UHJXODWRU\HQIRUFHPHQW
DJDLQVWFRUSRUDWHILQDQFLDOPLVFRQGXFW:HIRFXVRQWKHFRQJUHVVLRQDOFRPPLWWHHVFKDUJHGZLWK
RYHUVLJKWRIWKH6HFXULWLHVDQG([FKDQJH&RPPLVVLRQ6(&DQGVSHFLILFDOO\LQYHVWLJDWHZKHWKHU
SROLWLFDO UHSUHVHQWDWLRQ RQ WKHVH FRQJUHVVLRQDO FRPPLWWHHV KHUHDIWHU ³LQIOXHQWLDO FRPPLWWHHV´
DIIHFWV6(&HQIRUFHPHQWHIIRUWVDJDLQVWFRQVWLWXHQWILUPV
:H SRVLW WZR SRVVLEOH UHDVRQV ZK\ SROLWLFDO UHSUHVHQWDWLRQ RQ LQIOXHQWLDO FRPPLWWHH
UHSUHVHQWDWLRQ QHJDWLYHO\ DIIHFWV 6(& HQIRUFHPHQW DFWLYLWLHV DJDLQVW ILQDQFLDO PLVFRQGXFW E\
FRQVWLWXHQWILUPVSROLWLFDOFDSWXUHDQGILUPV¶HIIRUWVWROLPLWSROLWLFDOFRVWVIURPILQDQFLDO
PLVFRQGXFW)LUVWDUJXPHQWVXQGHUSROLWLFDOFDSWXUHRU³FDSWXUHWKHRU\´6WLJOHU/DIIRQW
DQG7LUROH  VXJJHVW WKDW LQIOXHQWLDO FRPPLWWHHPHPEHUV KDYH LQFHQWLYHV WR SUHVVXUH WKH
6(& WR UHGXFHHQIRUFHPHQWDFWLRQVDJDLQVWFRQVWLWXHQW ILUPVEHFDXVHRI ILQDQFLDODQGSROLWLFDO
VXSSRUWIURPWKRVHILUPV&RPPLWWHHPHPEHUVDQGSROLWLFLDQVLQJHQHUDODUHDVVXPHGWRYDOXH












3HOW]PDQ  ,QIOXHQWLDO FRPPLWWHH PHPEHUV UDWLRQDOO\ DQWLFLSDWH WKDW WKH ILOLQJ RI DQ
HQIRUFHPHQW DFWLRQ DJDLQVW D FRQVWLWXHQW ILUP RU WKH LPSRVLWLRQ RI ODUJH SHQDOWLHVPD\ UHGXFH
IXWXUHSROLWLFDOVXSSRUWIURPWKHDIIHFWHGILUPDQGIURPRWKHUILUPVZKLFKQRORQJHUEHOLHYHWKDW
WKHSROLWLFLDQKDVDUHSXWDWLRQRIDFWLQJLQFRQVWLWXHQWLQWHUHVWV&RUUHLD
)XUWKHUPRUH LQIOXHQWLDO FRPPLWWHH PHPEHUV DOVR KDYH WKH capability WR LQIOXHQFH WKH
6(&¶V HQIRUFHPHQW DFWLYLWLHV &RQJUHVVLRQDO FRQWURO WKHRU\ DUJXHV WKDW WKH UHODWLRQ EHWZHHQ
&RQJUHVV DQG UHJXODWRU\ DJHQFLHV LV D SULQFLSDODJHQW SUREOHP DQG WKDW SROLWLFLDQV FDQ
LQFHQWLYL]HUHJXODWRU\DJHQFLHVWRDFWLQWKHSROLWLFLDQ¶VLQWHUHVWVYLDPRQLWRULQJDQGGLVFLSOLQLQJ
PHFKDQLVPV VXFK DV FRQJUHVVLRQDORYHUVLJKW DQGEXGJHW DSSURSULDWLRQV :HLQJDVW DQG0RUDQ
 :HLQJDVW  DQG WKH WKUHDW RI GLVPLVVDO IRU WKH UHJXODWRU¶V OHDGHUVKLS 6KRWWV DQG
:LVHPDQ






UHODWLRQ EHWZHHQ LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ DQG 6(& HQIRUFHPHQW DFWLRQV DJDLQVW

 $QHFGRWDO FRPPHQWV E\ IRUPHU 6(& &KDLUPDQ $UWKXU /HYLWW IXUWKHU LOOXVWUDWH WKH SRZHU RI FRQJUHVVLRQDO
FRPPLWWHHVRYHUUHJXODWRUV
“…the congressional committee that oversees the SEC that has a chokehold on the existence of the SEC, 
that can block SEC funding, that can block SEC rulemaking, that can create a constant pressure in terms of 
hearings and challenges and public statements, that can absolutely make life miserable for the commission.” $QG
“[The politicians] kept the heat on me by telephone calls, by letters, by congressional hearings, and ultimately by 
threatening the funding of the agency by threatening its very existence. I mean, we were at that point struggling [to 
receive] the same compensation as other financial regulators… and certain members of this committee suggested to 
me that getting that pay parity was out of the question while we were proceeding with this issue. So we were really 












LQ DQ LQWHUQDWLRQDO VHWWLQJ ILUPVZLWKSROLWLFDO FRQQHFWLRQV DUHPRUH OLNHO\ WR DSSRLQW D%LJ
DXGLWRUWRDOOHYLDWHRXWVLGHLQYHVWRUFRQFHUQVDERXWZHDOWKH[SURSULDWLRQE\LQVLGHUV
,Q DGGLWLRQ ILUPV PD\ GHWHUPLQH WKH SROLWLFDO FRVWV RI ILQDQFLDO PLVFRQGXFW VXFK DV
JUHDWHU UHJXODWLRQRU LQFUHDVHGJRYHUQPHQW LQWHUYHQWLRQ LQWR WKH ILUP¶VEXVLQHVVDFWLYLWLHV HJ
:DWWV DQG=LPPHUPDQ  3LRWURVNL HW DO  RXWZHLJK WKH EHQHILWV RI UHODWLYHO\PRUH
RSDTXH ILQDQFLDO UHSRUWLQJ 7KLV LV HVSHFLDOO\ OLNHO\ LQ WKH WLPH SHULRG H[DPLQHG LQ RXU VWXG\
EHFDXVH RI QXPHURXV KLJKSURILOH FRUSRUDWH IDLOXUHV WKDW UHVXOWHG LQ ZLGHVSUHDG SXEOLF
GLVVDWLVIDFWLRQ ZLWK FRUSRUDWH ILQDQFLDO UHSRUWLQJ UHJXODWLRQ DQG RYHUVLJKW 6WULHU 
&RQVLVWHQWZLWK WKLV DUJXPHQW SULRU UHVHDUFK ILQGV WKDW ILUPVPDNH DFFRXQWLQJ DQG GLVFORVXUH
FKRLFHVLQUHVSRQVHWRSROLWLFDOIDFWRUVHJ-RQHV3HWURQL+DQDQG:DQJ
5DPDQQDDQG5R\FKRZGKXU\&KDQH\HWDO3LRWURVNLHWDO
'HVSLWH WKHDUJXPHQWVDERYH LW LVQRWREYLRXVWKDW LQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLRQ
ZLOOKDYHDQHJDWLYHHIIHFWRQ6(&HQIRUFHPHQWDFWLRQVDJDLQVWILQDQFLDOPLVFRQGXFW3ROLWLFLDQV
WUDGH RII WKH EHQHILWV RI VXSSRUWLQJ FDSWXUHG ILUPV DJDLQVW WKH FRVWV RI EHLQJ LGHQWLILHG DV
VXSSRUWHUVRIWUDQVJUHVVLQJILUPVDQGWKHDGYHUVHHIIHFWVRQUHHOHFWLRQSURVSHFWV3ROLWLFLDQVDUH







 *LYHQ WKHVH FRQIOLFWLQJ DUJXPHQWV WKH HIIHFW RI LQIOXHQWLDO FRPPLWWHH SROLWLFLDQ
UHSUHVHQWDWLRQRQ6(&HQIRUFHPHQWDFWLRQVDJDLQVWFRQVWLWXHQWILUPVLVDQHPSLULFDOTXHVWLRQ
7R H[SORUH WKLV LVVXH ZH XQGHUWDNH HPSLULFDO WHVWV XVLQJ D SDQHO GDWDVHW WKDW OLQNV
SXEOLFO\OLVWHGILUPVZLWKVWDWHOHYHO6HQDWHDQGGLVWULFWOHYHO+RXVHFRQJUHVVLRQDOUHSUHVHQWDWLRQ
GDWD7KHGDWDVHWFRQVLVWVRIILUP\HDUREVHUYDWLRQVRYHUWKHWRSHULRG5HVXOWV
IURP PXOWLYDULDWH WHVWV LQGLFDWH WKDW WKH SRZHU RI D FRQVWLWXHQW ILUP¶V LQIOXHQWLDO FRPPLWWHH
UHSUHVHQWDWLRQ LV QHJDWLYHO\ UHODWHG WR WKH OLNHOLKRRG WKDW WKH ILUP ZLOO EH VXEMHFW WR DQ
HQIRUFHPHQW DFWLRQ IRU ILQDQFLDOPLVFRQGXFW UHODWLYH WR RWKHU ILUPV ,Q HFRQRPLF WHUPV ILUPV
KHDGTXDUWHUHGLQDSRZHUIXOLQIOXHQWLDOFRPPLWWHHPHPEHU¶VHOHFWRUDOGLVWULFWKDYHDORZHU
OLNHOLKRRG RI UHFHLYLQJ D ILQDQFLDO PLVFRQGXFWUHODWHG $FFRXQWLQJ DQG $XGLWLQJ (QIRUFHPHQW
5HOHDVH$$(5UHODWLYHWRRWKHUILUPV
7RHVWDEOLVKLGHQWLILFDWLRQZHH[DPLQHH[RJHQRXVSROLWLFLDQGHSDUWXUHVIURPLQIOXHQWLDO
FRPPLWWHHV DV DPHFKDQLVP WR LGHQWLI\ YDULDWLRQ LQ VKRFNV WR 6(& HQIRUFHPHQW DQG SHQDOWLHV
DFURVVVWDWHVDQGFRQJUHVVLRQDOGLVWULFWV:HH[SHFWWKDWRQO\WXUQRYHUHYHQWVUHODWHGWRSROLWLFLDQ
GHSDUWXUHVIRUDPRUHSUHVWLJLRXVRSSRUWXQLW\RUGHDWKDUHOLNHO\WREHWUXO\H[RJHQRXVEHFDXVH
SROLWLFLDQV W\SLFDOO\ GR QRW FRQWURO WKH WLPLQJ RI WKH WXUQRYHU HYHQW ([DPSOHV LQFOXGH
DSSRLQWPHQW WR D SUHVLGHQWLDO FDELQHW SRVLWLRQ RU DQ DPEDVVDGRUVKLS RU D WUDQVIHU WR D PRUH
SUHVWLJLRXVFRQJUHVVLRQDO FRPPLWWHH6LQFH FRPPLWWHHPHPEHUV UHSUHVHQW DSDUWLFXODU VWDWHRU

2WKHU WXUQRYHU FDVHV DUH XQOLNHO\ WR EH H[RJHQRXV LH UHHOHFWLRQ ORVVHV RU UHVLJQDWLRQV LI VRPH XQREVHUYHG
YDULDEOHV DIIHFW ERWK WKH WXUQRYHU DQG WKH OLNHOLKRRGRI6(&HQIRUFHPHQW DFWLYLW\ )RU H[DPSOHZHDN VWDWHOHYHO





GLVWULFW D PHPEHU¶V H[RJHQRXV GHSDUWXUH IURP WKH FRPPLWWHH VKRXOG RQO\ DIIHFW 6(&
HQIRUFHPHQWHIIRUWVDJDLQVWWKHGHSDUWLQJSROLWLFLDQ¶VFRQVWLWXHQWV
(PSLULFDOUHVXOWVVKRZWKDWILUPVDUHPRUHOLNHO\WREHVXEMHFWWR6(&HQIRUFHPHQW
DFWLRQ IRU ILQDQFLDO PLVFRQGXFW DIWHU WKH H[RJHQRXV GHSDUWXUH RI DQ LQIOXHQWLDO FRPPLWWHH
UHSUHVHQWDWLYH UHODWLYH WR DPDWFKHG VDPSOHRIRXWRIVWDWH ILUPV WKDW H[SHULHQFHQR VKRFNV WR
WKHLULQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLRQ,PSRUWDQWO\WKHGRFXPHQWHGHIIHFWLVFRQFHQWUDWHGIRU
FDVHVLQZKLFKWKHGHSDUWLQJSROLWLFLDQLVDVHQLRUDQGWKHUHIRUHSRZHUIXOLQIOXHQWLDOFRPPLWWHH
PHPEHU DW WKH WLPHRI GHSDUWXUH7KLV LV LPSRUWDQW EHFDXVH LW DOOHYLDWHV HQGRJHQHLW\ FRQFHUQV
UHODWHG WR D SROLWLFLDQ¶V GHFLVLRQ WR VHOIVHOHFW RQWR DQ LQIOXHQWLDO FRPPLWWHH 8QGHU D VHOI
VHOHFWLRQDUJXPHQWZHZRXOGQRWH[SHFWWKHHIIHFWRILQIOXHQWLDOFRPPLWWHHPHPEHUGHSDUWXUHV
RQ6(&HQIRUFHPHQWDFWLRQVWRYDU\ZLWKDFRPPLWWHHPHPEHU¶VVHQLRULW\
)XUWKHUZHXQGHUWDNH WZRIDOVLILFDWLRQ WHVWVXVLQJGHSDUWXUHVRI MXQLRUDQGWKHUHIRUH
OHVVSRZHUIXOLQIOXHQWLDOFRPPLWWHHPHPEHUVDQGGHSDUWXUHVRISRZHUIXOSROLWLFLDQVVHUYLQJ
RQRWKHULPSRUWDQWFRQJUHVVLRQDOFRPPLWWHHVWKDWKDYHQRMXULVGLFWLRQRYHUWKH6(&7KHUHVXOWV
LQGLFDWH WKDW WKHVH GHSDUWXUHV KDYH QR VWDWLVWLFDO HIIHFW RQ WKH OLNHOLKRRG RI 6(& HQIRUFHPHQW
DFWLRQVZKLFKKHOSVUXOHRXWWKHSRVVLELOLW\WKDWRXUPDLQILQGLQJVDUHLQIOXHQFHGE\XQREVHUYHG
RPLWWHG YDULDEOHV WKDW DIIHFW ILUP LQFHQWLYHV WR HQJDJH LQ ILQDQFLDO PLVFRQGXFW IRU LQVWDQFH
VWDWHRUGLVWULFWOHYHOHFRQRPLFGRZQWXUQV
2XUUHVXOWVDUHDOVRUREXVWWRQXPHURXVVHQVLWLYLW\WHVWVDQGVSHFLILFDWLRQV7KHILQGLQJV











YDULDEOHV LQFOXGLQJSROLWLFDOFRQWULEXWLRQV OREE\LQJSROLWLFDOFRQQHFWLRQVDQG WKH LQFOXVLRQRI
ILUPOHYHODQGVWDWHOHYHO IL[HGHIIHFWV ,Q VXP WKHHYLGHQFHVXJJHVWV WKDWSRZHUIXO LQIOXHQWLDO
FRPPLWWHH UHSUHVHQWDWLRQ KDV D VWDWLVWLFDOO\ DQG HFRQRPLFDOO\ VLJQLILFDQW HIIHFW RQ 6(&
HQIRUFHPHQWDJDLQVWILQDQFLDOPLVFRQGXFWE\FRQVWLWXHQWILUPV
1H[W ZH DOVR ILQG WKDW LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ LV DVVRFLDWHG ZLWK WKH
PDJQLWXGHRIUHJXODWRU\SHQDOWLHV&RQGLWLRQDORQUHFHLYLQJDQHQIRUFHPHQWDFWLRQIRUILQDQFLDO
PLVFRQGXFW ILUPVZLWKSRZHUIXO FRPPLWWHH UHSUHVHQWDWLRQKDYH VLJQLILFDQWO\ VPDOOHU SHQDOWLHV
UHODWLYHWRRWKHUWUDQVJUHVVLQJILUPVDIWHUFRQWUROOLQJIRUWKHPDJQLWXGHRIWKHDOOHJHGILQDQFLDO
PLVFRQGXFW$RQHVWDQGDUGGHYLDWLRQLQFUHDVHLQWKHVHQLRULW\RIDILUP¶VLQIOXHQWLDOFRPPLWWHH
UHSUHVHQWDWLRQ LV DVVRFLDWHG ZLWK D  PLOOLRQ UHGXFWLRQ LQ ILQDQFLDO PLVFRQGXFWUHODWHG
UHJXODWRU\SHQDOWLHV




H[SODQDWLRQ ILUPV WKDW H[SHULHQFH LQIOXHQWLDO FRPPLWWHH PHPEHU WXUQRYHU KDYH LQFHQWLYHV WR
VXEVHTXHQWO\ LPSURYHILQDQFLDO UHSRUWLQJTXDOLW\EHFDXVHRI WKH ORVVRISURWHFWLRQDJDLQVW6(&
LQYHVWLJDWLRQV$OWHUQDWLYHO\XQGHUDQ LQYHVWRUGHPDQG IRU ILQDQFLDO UHSRUWLQJRUSROLWLFDO FRVW
H[SODQDWLRQ LQIOXHQWLDO FRPPLWWHH WXUQRYHU GHFUHDVHV WKH ILUP¶V EHQHILWV IURP VXSSO\LQJ
UHODWLYHO\ KLJKHU TXDOLW\ ILQDQFLDO UHSRUWV DQG FDQ UHVXOW LQ JUHDWHU ILQDQFLDO UHSRUWLQJ RSDFLW\
(PSLULFDO UHVXOWV DUH FRQVLVWHQW ZLWK WKH ODWWHU H[SODQDWLRQ 7KH ORVV RI VHQLRU LQIOXHQWLDO





,Q VXP WKH FXPXODWLYHHYLGHQFH VXJJHVWV WKDW ILUPV LQ WKHFRQVWLWXHQFLHVRI LQIOXHQWLDO
FRPPLWWHH PHPEHUV FDQQRW RQ DYHUDJH XVH WKHLU SROLWLFDO DIILOLDWLRQV WR SUHYHQW RU GDPSHQ
SHQDOWLHVIRUILQDQFLDOUHSRUWLQJWUDQVJUHVVLRQV,QFRQWUDVWWKHHYLGHQFHLQGLFDWHVWKDWLQIOXHQWLDO













6HFRQG RXU VWXG\ LV LPSRUWDQW IRU DQ HYROYLQJ OLWHUDWXUH WKDW H[DPLQHV WKH HIIHFWV RI
FRQJUHVVLRQDO FRPPLWWHH UHSUHVHQWDWLRQ RQ ILUP RXWFRPHV 3ULRU ZRUN H[DPLQH WKH HIIHFWV RQ
VWDWHOHYHO IHGHUDO H[SHQGLWXUH DOORFDWLRQV /HYLWW DQG 3RWHUED  FRQVWLWXHQW ILUP























:H FROOHFW FRQJUHVVLRQDO UHSUHVHQWDWLRQ DQG GLVWULFW GDWD IRU WKH  WR  SHULRG
IURPPXOWLSOH VRXUFHV&KDUOHV6WHZDUW¶VZHEVLWH WKH86&HQVXV%XUHDXEDVHGRQ WKH
86 &HQVXV DQG IURP WKH 8QLYHUVLW\ RI 0LVVRXUL &HQVXV 'DWD &HQWHU $OO GDWD LV SXEOLFO\
DYDLODEOH







6HQDWH FRPPLWWHH PHPEHUVKLS DVVLJQPHQWV FRPPLWWHH PHPEHUVKLS DSSRLQWPHQW GDWHV DQG
VHUYLFH SHULRG DQG SDUW\ DIILOLDWLRQ 7KH GDWD DOVR DOORZV XV WR LGHQWLI\ WKH GXUDWLRQ RI HDFK
SROLWLFLDQ¶VVHUYLFHRQDFRPPLWWHHLQ\HDUVZKLFKDOORZVXVWRGHWHUPLQHFRPPLWWHHVHQLRULW\
:H LGHQWLI\ WKH SHRSOHZKR VHUYH RQ WKH WZR FRPPLWWHHV UHVSRQVLEOH IRU 6(& RYHUVLJKW WKH
6HQDWH&RPPLWWHHRQ%DQNLQJ+RXVLQJDQG8UEDQ$IIDLUVDQG WKH+RXVH)LQDQFLDO6HUYLFHV
&RPPLWWHH
1H[W ZH OLQN FRPPLWWHH PHPEHUV ZLWK ILUPV KHDGTXDUWHUHG LQ WKHLU FRQVWLWXHQFLHV
:KLOHWKLVLVUHODWLYHO\VWUDLJKWIRUZDUGIRUWKHPHPEHUVLQWKH6HQDWHEHFDXVHVHQDWRUVUHSUHVHQW
WKH HQWLUH VWDWH LW LV OHVV VWUDLJKWIRUZDUG IRU WKRVH VHUYLQJ LQ WKH +RXVH RI 5HSUHVHQWDWLYHV
EHFDXVHHDFKPHPEHURIWKH+RXVHRQO\UHSUHVHQWVDGLVWULFWZLWKLQDVWDWH,QRUGHUWRDFFXUDWHO\
FDSWXUH WKH UHODWLRQ EHWZHHQ ILUPV DQG FRUUHVSRQGLQJ +RXVH UHSUHVHQWDWLYHV ZH H[SOLFLWO\
UHTXLUH ILUPV WR EH KHDGTXDUWHUHG LQ D +RXVH LQIOXHQWLDO FRPPLWWHH PHPEHU¶V GLVWULFW ,Q
XQWDEXODWHG DQDO\VHV ZH ILQG WKDW RXU UHVXOWV DUH TXDOLWDWLYHO\ VLPLODU LI ZH  OLQN +RXVH
LQIOXHQWLDO FRPPLWWHH PHPEHUV ZLWK ILUPV ORFDWHG ZLWKLQ D PLOH UDGLXV RI WKH PHPEHU¶V
GLVWULFWERXQGDULHVEDVHGRQWKH=,3&RGHRIWKHILUP¶VKHDGTXDUWHUVDQGLIZHOLQNILUPVDQG
+RXVHLQIOXHQWLDOFRPPLWWHHPHPEHUVEDVHGRQVWDWHORFDWLRQUDWKHUWKDQGLVWULFWORFDWLRQ
:H PHUJH WKHVH GDWD ZLWK ILUPVSHFLILF ILQDQFLDO GDWD IURP &RPSXVWDW &RPSDFW
'LVFORVXUHDQG&563SROLWLFDOFRQQHFWLRQGDWDIURP%RDUG([SROLWLFDOFRQWULEXWLRQGDWDIURP
WKH )HGHUDO(OHFWLRQ&RPPLVVLRQ OREE\LQJ GDWD IURP WKH&HQWHU IRU5HVSRQVLYH3ROLWLFV DQG
DXGLWRU GDWD IURP$XGLW $QDO\WLFV:H LGHQWLI\ 6(& LQYHVWLJDWLRQV LQWR ILQDQFLDO PLVFRQGXFW
EHWZHHQ  DQG 'HFHPEHU  XVLQJ $FFRXQWLQJ DQG $XGLWLQJ (QIRUFHPHQW 5HOHDVH

 :H XVH  PLOHV EHFDXVH D UHFHQW  86 'HSDUWPHQW RI 7UDQVSRUWDWLRQ UHSRUW







PLVVWDWHPHQWDQGIRFXVRQ WKH\HDU WKDW WKH$$(5LV LVVXHG LQRUGHU WRDFFXUDWHO\FDSWXUH WKH
RXWFRPHVRIUHJXODWRU\VFUXWLQ\2XU$$(5VDPSOHLQFOXGHVDOOFDVHVDOOHJLQJHDUQLQJVHVWLPDWH
LPSURSULHWLHV ILQDQFLDO PLVUHSUHVHQWDWLRQ RU IDLOXUH WR DGKHUH WR 86 *HQHUDOO\ $FFHSWHG
$FFRXQWLQJ3ULQFLSOHV*$$3
:KLOH6(&UHJXODWRU\HIIRUWVVSDQDEURDGVHWRIDFWLYLWLHVWKHUHDUHVHYHUDODGYDQWDJHV
RI IRFXVLQJ RQ ILQDQFLDOPLVFRQGXFW UDWKHU WKDQ RWKHU6(&HQIRUFHPHQW DFWLRQV DJDLQVW EULEHV
DQGFRUUXSWLRQLOOLFLWLQVLGHUWUDGLQJPDUNHWPDQLSXODWLRQDQGRUVHFXULWLHVRIIHULQJVYLRODWLRQV
)LUVW ZH FDQ GLUHFWO\ REVHUYH FKDQJHV LQ D ILUP¶V ILQDQFLDO UHSRUWLQJ FKDUDFWHULVWLFV DURXQG
FKDQJHVLQWKHULVNRI6(&LQYHVWLJDWLRQV7KLVLVQRWIHDVLEOHIRURWKHUW\SHVRI6(&LQYHVWLJDWHG
PLVFRQGXFW VXFK DV EULEHU\ RU LQVLGHU WUDGLQJ IRU ZKLFK H[ SRVW EHKDYLRU LV QRW HDVLO\
PHDVXUDEOH6HFRQGWKHUHYHODWLRQRIDQ$$(5LVDPDMRUHYHQWIRUDQLQYHVWLJDWHGILUP)HUR]
HW DO  REVHUYH DEQRUPDO FXPXODWLYH DYHUDJH UHWXUQV &$5V RI  RYHU WKH WZRGD\
ZLQGRZ DURXQG WKH GLVFORVXUH RI DQ6(& DFFRXQWLQJ LQYHVWLJDWLRQ HYHQZKHQ WKH DFFRXQWLQJ
WUDQVJUHVVLRQZDVUHSRUWHGHDUOLHU
:H LPSRVHDQXPEHURIGDWD UHVWULFWLRQVRQRXU VDPSOH)LUVWZH UHPRYHXWLOLW\ ILUPV
DQG ILQDQFLDO VHUYLFHV ILUPV 6,&FRGHVEHWZHHQDQGDQGEHWZHHQDQG
EHFDXVHWKHGLIIHUHQWDFFRXQWLQJUHTXLUHPHQWVIRUWKHVHILUPVPD\FDXVHPHDVXUHPHQWHUURUVLQ
WHVWV H[DPLQLQJ FKDQJHV LQ ILQDQFLDO UHSRUWLQJ TXDOLW\5HVXOWV IURP XQWDEXODWHG WHVWV LQGLFDWH
WKDWRXUILQGLQJVDUHTXDOLWDWLYHO\VLPLODULIZHLQFOXGHWKHVHILUPV6HFRQGZHUHPRYHDOOILUPV
ZLWKIRUHLJQKHDGTXDUWHUVEHFDXVHRIWKHXQFOHDUOLQNEHWZHHQWKRVHILUPVDQG86SROLWLFLDQV








LQ WKHSURSHQVLW\RI6(&HQIRUFHPHQWDFWLRQ IRU ILUPVDXGLWHGE\ WKH%LJYHUVXV1RQ%LJ
DXGLWRUV /HQQR[ DQG 3LWWPDQ 7KH FOLHQWV DXGLWHG E\ WKH %LJ  UHSUHVHQW  RI
DJJUHJDWH WRWDO DVVHWV IRU DOO &RPSXVWDW ILUPV RYHU RXU VDPSOH SHULRG 2XU UHVXOWV DUH
TXDOLWDWLYHO\VLPLODU LIZHLQFOXGH$UWKXU$QGHUVHQFOLHQWVDQGRU1RQ%LJDXGLWHGFOLHQWV LQ
RXU VDPSOH $IWHU WKHVH UHVWULFWLRQV RXU VDPSOH FRQVLVWV RI  ILUP\HDU REVHUYDWLRQV
UHSUHVHQWLQJXQLTXH ILUPV:H LGHQWLI\$$(5V LVVXHG WR XQLTXH ILUPVGXULQJ
RXUVDPSOHSHULRG
0HDVXUHVRI3ROLWLFDO3RZHURQ,QIOXHQWLDO&RPPLWWHHV
:H XVH WKUHH SUR[LHV WR FDSWXUH WKH SRZHU RI D ILUP¶V LQIOXHQWLDO FRPPLWWHH




6HQDWH FRPPLWWHHV$NH\GHWHUPLQDQWRI FRPPLWWHHSRZHU LV FRPPLWWHH VHQLRULW\ /HYLWW DQG
3RWHUED&RKHQHWDO6HQLRUFRPPLWWHHPHPEHUVGHWHUPLQHDFRPPLWWHH¶VDFWLRQV
DQG DJHQGD DQG RYHUVHH UHJXODWRU\ ERGLHV XQGHU WKHLU MXULVGLFWLRQ 7KXV RXU ILUVW ILUPOHYHO




 $Q LPSRUWDQW LVVXH IRU RXU VWXG\ LV WKH OLQN EHWZHHQ ILUP KHDGTXDUWHUV ORFDWLRQ DQG LQIOXHQWLDO FRPPLWWHH
UHSUHVHQWDWLRQ$OLPLWDWLRQRIXVLQJ&RPSXVWDWWRLGHQWLI\ILUPORFDWLRQLVWKDWZHFDQRQO\REWDLQWKHFXUUHQWLH






7KLV ILUPOHYHO PHDVXUH LV HDVLO\ LOOXVWUDWHG XVLQJ DQ H[DPSOH %RRNV$0LOOLRQ ,QF
1$6'$4%$00LVKHDGTXDUWHUHGLQ$ODEDPD¶VWKFRQJUHVVLRQDOGLVWULFW,Q$ODEDPD
KDG RQH UHSUHVHQWDWLYH RQ WKH 6HQDWH &RPPLWWHH RQ %DQNLQJ +RXVLQJ DQG 8UEDQ $IIDLUV ±
5LFKDUG&6KHOE\'$/±ZKRKDGVHUYHGRQWKHFRPPLWWHHIRU\HDUV$ODEDPDDOVRKDG
WZRUHSUHVHQWDWLYHVRQWKH+RXVH¶V)LQDQFLDO6HUYLFHV&RPPLWWHH6SHQFHU%DFKXV5$/ZKR




'DYLV LVQRW LQFOXGHG LQ WKH VHQLRULW\FRXQW DV WKH ILUP LVQHLWKHU LQ'DYLV¶FRQJUHVVLRQDO
GLVWULFW
$ SRVVLEOH OLPLWDWLRQ RI WKH Total_Seniority PHDVXUH LV WKDW LW LPSHUIHFWO\ FDSWXUHV
GLIIHUHQFHV LQ WKH VWUHQJWK RI D ILUP¶V SROLWLFDO UHSUHVHQWDWLRQ RQ LQIOXHQWLDO FRPPLWWHHV )RU
LQVWDQFHILUP$ZLWKWZRMXGLFLDU\FRPPLWWHHPHPEHUVRI\HDUVDQG\HDUVLHDWRWDORI
LVWUHDWHGWKHVDPHDVILUP%ZLWKWZRFRPPLWWHHPHPEHUVRI\HDUVDQG\HDU,WPD\EH
WKHFDVH WKDW ILUP%¶V VHQLRUPHPEHU LVPRUH OLNHO\ WREHDEOH WR LQIOXHQFHDQWLWUXVWRXWFRPHV




2XU WKLUGSUR[\ IRU DQ LQIOXHQWLDO FRPPLWWHHPHPEHU¶V SROLWLFDO SRZHU LV D FRQWLQXRXV








:H EHJLQ E\ LQYHVWLJDWLQJZKHWKHU WKH SRZHU RI D ILUP¶V UHSUHVHQWDWLRQ RQ LQIOXHQWLDO
FRPPLWWHHVDIIHFWVWKHOLNHOLKRRGWKDWWKHILUPUHFHLYHVDQ$$(5IRUDFFRXQWLQJPLVFRQGXFW:H
HVWLPDWHWKHIROORZLQJORJLWPRGHO
Enforcementi,t ĮȕSeniorityi,tȕXControlsi,tȟi,t    
ZKHUHEnforcementi,t LVDQLQGLFDWRUYDULDEOHVHWWRRQHIRUGHWHFWHGIUDXGXOHQWILQDQFLDOUHSRUWLQJ
FDVHVDJDLQVWILUPi LQ\HDUt EDVHGRQWKH6(&¶VLVVXDQFHRIDQ$$(5DQGVHWWR]HURRWKHUZLVH




DVVHWV Size ORQJWHUP GHEW GLYLGHG E\ WRWDO DVVHWV Leverage PDUNHWWRERRN UDWLR MtB
VFDOHG HDUQLQJV Profit DQ LQGLFDWRU YDULDEOH WR FDSWXUH UHFHQW GHEW RU HTXLW\ LVVXDQFHV
Issuance WKH VWDQGDUG GHYLDWLRQ RI RSHUDWLQJ FDVK IORZV RYHU WKH SDVW ILYH \HDUV
Stdev_CashflowWKHVWDQGDUGGHYLDWLRQRIWRWDOVDOHVRYHUWKHSDVWILYH\HDUVStdev_SalesWKH









WKH QXPEHU RI \HDUV WKDW WKH DXGLWRU KDV EHHQ UHWDLQHG Auditor_Tenure WKH ORJ QXPEHU RI
FOLHQWVRIWKHILUP¶VDXGLWRURIILFHOffice_SizeDQGZKHWKHUWKHILUPUHFHLYHGDJRLQJFRQFHUQ
RSLQLRQLQWKHSULRU\HDUGC_Dummy
)LQDOO\ZHDOVR LQFOXGHFRQWUROV IRU WKHSRVVLELOLW\ WKDWFRPPLWWHHPHPEHUEHKDYLRU LV
LQIOXHQFHGE\RWKHU FRQQHFWLRQV WRFRQVWLWXHQW ILUPV)LUVWZH IROORZ)DFFLRHWDO DQG
FRQWURO IRU SROLWLFDO FRQQHFWLRQV EDVHG RQ D FRPPLWWHH PHPEHUV¶ SUHYLRXV HPSOR\PHQW
H[SHULHQFHDWWKHILUPLQDQH[HFXWLYHRUGLUHFWRUFDSDFLW\Political_Connection:HILQGWKDW
 XQLTXH VDPSOH ILUPV DUH SURIHVVLRQDOO\ FRQQHFWHGZLWK  XQLTXH SROLWLFLDQV GXULQJ WKH
VDPSOH SHULRG  6HFRQG ZH FRQWURO IRU WKH ILUP¶V ORJJHG PRQHWDU\ SROLWLFDO FRQWULEXWLRQ
Politicial_Contribution YLD 3$& FRQWULEXWLRQV DQG ORJJHG 6(& OREE\LQJ H[SHQGLWXUHV
Lobby_SEC$OOYDULDEOHVDUHGHILQHGLQ$SSHQGL[$
$OO VSHFLILFDWLRQV LQFOXGH VWDWH \HDU )DPD)UHQFK LQGXVWU\ DQG DXGLWRU IL[HG HIIHFWV
6WDQGDUGHUURUVDUHDGMXVWHGIRUKHWHURVFHGDVWLFLW\XVLQJD+XEHU:KLWH6DQGZLFKHVWLPDWRUDQG
FOXVWHUHGE\ILUP
$OWKRXJK ZH LQFOXGH PXOWLSOH IL[HG HIIHFWV WR PLWLJDWH RPLWWHG YDULDEOH ELDVHV WKH
VSHFLILFDWLRQ DERYH GRHV QRW SHUPLW FDXVDO LQIHUHQFHV ,Q RUGHU WR SURYLGH HYLGHQFH DERXW
FDXVDOLW\ZHXVHDFKDQJHVVSHFLILFDWLRQWKDWUHJUHVVHVH[RJHQRXVFKDQJHVLQDILUP¶VLQIOXHQWLDO
FRPPLWWHH UHSUHVHQWDWLRQRQ FKDQJHV LQ ILQDQFLDOPLVFRQGXFW HQIRUFHPHQW DFWLRQV:HH[SORLW
H[RJHQRXVGURSVLQDILUP¶VLQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLRQWKDWRFFXUVYLDWKHFHVVDWLRQRI
LQIOXHQWLDO FRPPLWWHHPHPEHUVKLS ,Q RUGHU WR UXOH RXW WKH SRVVLELOLW\ WKDW FRPPLWWHHPHPEHU
WXUQRYHUDQGILQDQFLDOPLVFRQGXFWDUHERWKGULYHQE\DWLPHYDULDQWRPLWWHGYDULDEOHVXFKDVD
VWDWHOHYHO HFRQRPLF GRZQWXUQZH FRQGXFW D VHULHV RI IDOVLILFDWLRQ WHVWV GHVFULEHG EHORZ WR







WKLV DUJXPHQW WKH H[RJHQRXV WXUQRYHU RI D VWDWH¶V SRZHUIXO UHSUHVHQWDWLRQ RQ LQIOXHQWLDO
FRPPLWWHHVVKRXOGUHVXOWLQDQLQFUHDVHLQWKHOLNHOLKRRGRIHQIRUFHPHQWDFWLRQVDJDLQVWILQDQFLDO
PLVFRQGXFW FHWHULV SDULEXV +RZHYHU QRW DOO FRPPLWWHH WXUQRYHU FDVHV DUH OLNHO\ WR EH
H[RJHQRXV)RULQVWDQFHLQIOXHQWLDOFRPPLWWHHSROLWLFLDQVPD\ORVHYRWHUVXSSRUWRUFKRRVHWR
UHWLUHRUQRWVHHNUHHOHFWLRQLIORFDOHFRQRPLFFRQGLWLRQVDUHSRRURUIROORZLQJDGYHUVHHYHQWVRU
LI WKH\ DQWLFLSDWH QHJDWLYH UHSHUFXVVLRQV IURP WKH UHYHODWLRQ RI 6(& LQYHVWLJDWLRQV DJDLQVW
FRQVWLWXHQW ILUPV7KXVZHRQO\ WUHDWSROLWLFLDQ WXUQRYHUFDVHVDVH[RJHQRXV LI WKHSROLWLFLDQ
GHSDUWV WKH FRPPLWWHH IRU D PRUH SUHVWLJLRXV RSSRUWXQLW\ RU EHFDXVH RI GHDWK :H GHILQH
SUHVWLJLRXVRSSRUWXQLWLHVDVDWUDQVIHUWRDPRUHSRZHUIXOFRQJUHVVLRQDOFRPPLWWHHEDVHGRQWKH
FRPPLWWHH UDQNLQJV E\ (GZDUGV DQG 6WHZDUW   &RPPLWWHH WUDQVIHUV W\SLFDOO\ RFFXU
IROORZLQJ D VXFFHVVIXO UHHOHFWLRQ FDPSDLJQ RU D SUHVLGHQWLDO FDELQHW RU DPEDVVDGRULDO
DSSRLQWPHQW








&RPPLWWHHUDQNLQJVDUHEDVHGRQDPHWKRGGHYHORSHGE\*URVHFORVHDQG6WHZDUW  WKDW LQYROYHV WUDFNLQJ
FRPPLWWHH WUDQVIHUV )RU LQVWDQFH D SROLWLFLDQ VZLWFKLQJ IURP FRPPLWWHH $ WR FRPPLWWHH % LPSOLHV WKDW WKH
SROLWLFLDQ YDOXH WKH ODWWHU PRUH KLJKO\ WKDQ WKH IRUPHU 7KH GHPDQG IRU D JLYHQ FRPPLWWHH LV WKH SUR[\ IRU
FRPPLWWHH SRZHU 7KH WHQ PRVW SRZHUIXO FRPPLWWHHV DUH DV IROORZV 6HQDWH )LQDQFH 9HWHUDQV $IIDLUV
$SSURSULDWLRQV5XOHV$UPHG6HUYLFHV)RUHLJQ5HODWLRQV,QWHOOLJHQFH-XGLFLDU\%XGJHWDQG&RPPHUFH+RXVH





HDFK WXUQRYHU FDVH 2I WKHVH FDVHV  FDVHV  UHSUHVHQW SUHVWLJLRXV GHSDUWXUHV RU GHDWK





FRQWUROJURXSILUPVZLWKPDWFKLQJRFFXUULQJ LQ WKH\HDUSULRU WRFRPPLWWHHPHPEHU WXUQRYHU
7UHDWPHQW ILUPV H[SHULHQFH WKH ORVV RI D SRZHUIXO LQIOXHQWLDO FRPPLWWHH PHPEHU GXULQJ RXU
VDPSOHZLQGRZZKLOHFRQWURO ILUPVDUH LQRWKHU VWDWHV WKDWGRQRWH[SHULHQFHD VKRFN WR WKHLU
LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ LQ WKH VDPH \HDU RU LQ WKH WZR SUHFHGLQJ RU VXEVHTXHQW
\HDUV$OO WUHDWPHQW FDVHV DUH FRGHG VXFK WKDW \HDU  UHSUHVHQWV WKH \HDU RI WKH ORVV RI D
SRZHUIXOLQIOXHQWLDOFRPPLWWHHPHPEHU:HPDWFKILUPVEDVHGRQVL]HORJWRWDODVVHWV)DPD
)UHQFK LQGXVWULHV VWDWH*'3 JURZWK DQG VWDWH XQHPSOR\PHQW UDWHZLWK QR UHSODFHPHQW DQG
ZLWKDFDOLSHURI7KHPDWFKLQJSURFHVVUHVXOWV LQILUPVLH WUHDWPHQWDQG
FRQWURO ILUPV:H HVWLPDWH WKH IROORZLQJ GLIIHUHQFHLQGLIIHUHQFHV VSHFLILFDWLRQ XVLQJ D ORJLW
PRGHO
'Enforcementi,t ĮȕSenior_Dropi,tȕXǻControlsi,tȟi,t   
ZKHUH'Enforcementi,tLVDQLQGLFDWRUYDULDEOHVHWWRRQHLIILUPi GRHVQRWUHFHLYHDQ$$(5LQ
\HDUtRUtDQGGRHVUHFHLYHDQ$$(5LQ\HDUt+ RU t+ZKHUHt LVWKH\HDURILQIOXHQWLDO

















ǻControlsi,t UHSUHVHQWV WKH FKDQJH IRUP RI D YHFWRU RI FRQWURO YDULDEOHV VLPLODU WR WKRVH LQ
HTXDWLRQ  DOOPHDVXUHGE\ WKHGLIIHUHQFHEHWZHHQ t-1 DQG t+1ZKHUH t UHSUHVHQW WKH VKRFN
\HDU :H GURS YDULDEOHV WKDW GR QRW YDU\ LQ WKH SUH DQG SRVW SHULRGV GXULQJ RXU VDPSOH
ZLQGRZPolitical_Connection, Litigation Risk, DQG Distance_to_SEC. $OOVSHFLILFDWLRQVLQFOXGH





 7DEOH  GLVSOD\V GHVFULSWLYH LQIRUPDWLRQ DERXW LQIOXHQWLDO FRPPLWWHHV 7KH +RXVH
6HQDWHFRPPLWWHHVZHH[DPLQHKDYHDQDYHUDJHRIPHPEHUVGXULQJRXUVDPSOHSHULRG
UHSUHVHQWLQJ VWDWHV7KXVFRQGLWLRQDORQDVWDWHKDYLQJ UHSUHVHQWDWLRQRQDFRPPLWWHH
HDFK VWDWH KDV DQ DYHUDJH UHSUHVHQWDWLRQ RQ WKH +RXVH 6HQDWH FRPPLWWHH RI DERXW  
PHPEHUV3ROLWLFLDQVVHUYLQJRQWKH+RXVH6HQDWHLQIOXHQWLDOFRPPLWWHHKDYHDQDYHUDJHWHQXUH









VWDWHVZLWK UHSUHVHQWDWLRQ LQ WKH WRS ERWWRPTXDUWLOH RI LQIOXHQWLDO FRPPLWWHH SRZHURYHU WKH
VDPSOHSHULRGEDVHGRQWKHQXPEHURIFRQVHFXWLYH\HDUVRIVHUYLFHRQDFRPPLWWHH,QIOXHQWLDO
FRPPLWWHH SRZHU GRHV QRW DSSHDU WR EH H[FOXVLYHO\ GULYHQ E\ WKH ODUJHVW RU PRVW SRSXODWHG
VWDWHVVXFKDV1HZ<RUN&DOLIRUQLDRU7H[DV5DWKHUFRPPLWWHHSRZHUDSSHDUV WREHVSUHDG
DFURVV D ODUJH FURVVVHFWLRQ RI VWDWHV7KH VWDWHVZLWK WKH ORQJHVW UHSUHVHQWDWLRQ RQ WKH6HQDWH
FRPPLWWHH DUH &RQQHFWLFXW  \HDUV $ODEDPD  \HDUV 8WDK  \HDUV DQG0DU\ODQG 
\HDUV 2QO\ WZR VWDWHV $ODVND DQG0DLQH KDYH QR UHSUHVHQWDWLRQ RQ LQIOXHQWLDO FRPPLWWHHV
GXULQJRXUVDPSOHSHULRGUHSUHVHQWLQJILUP\HDUREVHUYDWLRQV
 7DEOHSUHVHQWVGHVFULSWLYHVWDWLVWLFVIRUWKHYDULDEOHVXVHGLQWKHPXOWLYDULDWHWHVWV:H
EHJLQZLWK WKH WKUHHDERYHPHQWLRQHG SUR[LHV RI FRPPLWWHH SRZHU EDVHG RQ VWDWHOHYHO YDOXHV
 VWDWH\HDUREVHUYDWLRQVEDVHGRQ VWDWHVPXOWLSOLHGE\ WKH\HDU VDPSOHSHULRG7KH
DYHUDJHDJJUHJDWHVHQLRULW\RIDVWDWH¶VLQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLRQLVDSSUR[LPDWHO\
\HDUVZLWKDPHGLDQRI\HDUV(DFKVWDWHKDVDQDYHUDJHRIDERXWUHSUHVHQWDWLYHDFURVVWKH
LQIOXHQWLDO FRPPLWWHHV ,QDGGLWLRQDSSUR[LPDWHO\RI VWDWHVKDYHDFRPPLWWHHPHPEHU LQ
WKHWRSVHQLRULW\TXDUWLOHDFURVVERWKLQIOXHQWLDOFRPPLWWHHV:HDOVRSUHVHQWVHQLRULW\PHDVXUHV
IRUWKHILUPOHYHOIXOOVDPSOHRIREVHUYDWLRQV:KLOHTXLWHVLPLODUWKHGLIIHUHQFHVLQWKH
VWDWHOHYHO DQG ILUPOHYHO VHQLRULW\ PHDVXUH YDOXHV DUH PHFKDQLFDOO\ GULYHQ E\ DQ XQHYHQ
GLVWULEXWLRQRIVDPSOHILUPKHDGTXDUWHUVDFURVV86VWDWHVDQGGLVWULFWV















 ,Q 6HFWLRQ  ZH GLVFXVV UHVXOWV IURP RXU SULPDU\ WHVWV H[DPLQLQJ WKH HIIHFWV RI
LQIOXHQWLDO FRPPLWWHH PHPEHUVKLS RQ 6(& HQIRUFHPHQW DFWLRQV 6HFWLRQ  SUHVHQWV UHVXOWV
IURP IDOVLILFDWLRQ WHVWV :H GRFXPHQW WKH HIIHFWV RI LQIOXHQWLDO FRPPLWWHH PHPEHUVKLS RQ
UHJXODWRU\SHQDOWLHVLQ6HFWLRQ
,QIOXHQWLDO&RPPLWWHHVDQG)LQDQFLDO0LVFRQGXFW(QIRUFHPHQW$FWLRQV
,Q 7DEOH  ZH SUHVHQW UHVXOWV IURP PXOWLYDULDWH WHVWV H[DPLQLQJ ZKHWKHU SROLWLFDO
UHSUHVHQWDWLRQ RQ LQIOXHQWLDO FRPPLWWHHV LV DVVRFLDWHG ZLWK ILQDQFLDO PLVFRQGXFWUHODWHG
UHJXODWRU\HQIRUFHPHQWDFWLRQV&ROXPQVSUHVHQWFRHIILFLHQWHVWLPDWHVIURPWHVWVRIHTXDWLRQ
 &ROXPQ  VKRZV WKDW ILUPV ZLWK PRUH SRZHUIXO LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ DUH
VLJQLILFDQWO\ less OLNHO\ WR UHFHLYH ILQDQFLDOPLVFRQGXFWUHODWHG$$(5V0RUH VSHFLILFDOO\ WKH
FRHIILFLHQWRQTotal_SeniorityLVQHJDWLYHDQGVWDWLVWLFDOO\VLJQLILFDQWDWWKHOHYHO_]VWDWLVWLF_
 (FRQRPLFDOO\DRQHVWDQGDUGGHYLDWLRQLQFUHDVHLQTotal_SeniorityLVDVVRFLDWHGZLWKD
GHFUHDVH LQ WKHRGGV WKDWDILUPZLOO UHFHLYHDQ$$(5UHODWLYHWRRXWRIVWDWHILUPV7KH
HYLGHQFH LQFROXPQVDQGSURYLGHV VLPLODU LQIHUHQFHVZKHQZHXVHDOWHUQDWLYHPHDVXUHVRI
LQIOXHQWLDOFRPPLWWHHSRZHULHCommittee_Num DQGSeniority_Dum UHVSHFWLYHO\7KHHIIHFWV




FRPPLWWHHPHPEHUVKLS LV DVVRFLDWHGZLWK DQ GHFUHDVH LQ WKH RGGV WKDW FRQVWLWXHQW ILUPV
ZLOOUHFHLYHDQ$$(5)LQDOO\FRHIILFLHQWVIRUFRQWUROYDULDEOHVDUHODUJHO\FRQVLVWHQWZLWKSULRU
VWXGLHV WKDW H[DPLQH WKH GHWHUPLQDQWV RI HQIRUFHPHQW DFWLRQV 2XU UHVXOWV DUH UREXVW WR WKH
LQFOXVLRQRIFRQWUROVIRUSROLWLFDOFRQQHFWLRQVFRQWULEXWLRQVDQGOREE\LQJ
1H[W ZH XQGHUWDNH WHVWV WR SURYLGH HYLGHQFH DERXW FDXVDOLW\ :H XVH LQIOXHQWLDO
FRPPLWWHHPHPEHUWXUQRYHUDQGH[SORLW WKHIDFWWKDWRQO\VRPHWXUQRYHUFDVHVDUHOLNHO\WREH
SODXVLEO\ H[RJHQRXV EHFDXVH WKH\ UHIOHFW GHSDUWXUHV IRU PRUH SUHVWLJLRXV RSSRUWXQLWLHV DV
GLVFXVVHGLQ6HFWLRQ2XUWHVWVH[DPLQHZKHWKHUWKHOLNHOLKRRGRIWKH6(&LVVXLQJDQ$$(5
FKDQJHV DURXQG WXUQRYHU VKRFNV WR LQIOXHQWLDO FRPPLWWHH PHPEHUV 7KH PLQLPXP ORVV LQ D
ILUP¶VLQIOXHQWLDOFRPPLWWHHVHQLRULW\UHSUHVHQWDWLRQLV\HDUDQGWKHPD[LPXPORVVLV\HDUV
7KH PHGLDQ ORVV LV  \HDUV DQG WKH WRS TXDUWLOH LV  \HDUV 2I WKH VDPSOH FDVHV  
6HQDWRUVDQG5HSUHVHQWDWLYHVGHSDUWZKLOH WKHLUVHQLRULW\ LV LQ WKH WRSTXDUWLOHRIFRPPLWWHH
VHQLRULW\
7DEOH  SUHVHQWV FRHIILFLHQWV IURP HVWLPDWLRQV RI HTXDWLRQ  7KH HYLGHQFH LQGLFDWHV
WKDWILUPVWKDWH[SHULHQFHH[RJHQRXVGHFUHDVHVLQVHQLRULQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLRQDUH
VLJQLILFDQWO\PRUH OLNHO\ WR VXEVHTXHQWO\ UHFHLYH$$(5V UHODWLYH WR ILUPV LQ RWKHU VWDWHV7KH
ORVV RI D VHQLRU LQIOXHQWLDO FRPPLWWHH PHPEHU UHVXOWV LQ D  LQFUHDVH LQ WKH RGGV WKDW
FRQVWLWXHQW ILUPV ZLOO VXEVHTXHQWO\ EH VXEMHFW WR ILQDQFLDO PLVFRQGXFWUHODWHG HQIRUFHPHQW
DFWLRQ UHODWLYH WR D PDWFKHG VDPSOH RI ILUPV ZLWK QR FKDQJHV WR WKHLU LQIOXHQWLDO FRPPLWWHH
UHSUHVHQWDWLRQ &ROXPQ  SUHVHQWV UHVXOWV IURP WHVWV RI WKH HIIHFW RI non-senior FRPPLWWHH
PHPEHUWXUQRYHURQWKHOLNHOLKRRGWKDWWKH6(&LVVXHVDQ$$(5DJDLQVWILQDQFLDOPLVFRQGXFW
7KHFRHIILFLHQWRQNon-Senior_DropLVSRVLWLYHEXWVWDWLVWLFDOO\LQVLJQLILFDQW7KXVWKHORVVRID




HIIHFW RQ ILQDQFLDO PLVFRQGXFWUHODWHG HQIRUFHPHQW DFWLRQV DJDLQVW FRQVWLWXHQW ILUPV 7KLV LV
FRQVLVWHQWZLWKSULRUZRUNWKDWVXJJHVWVWKDWFRQJUHVVLRQDOFRPPLWWHHLQIOXHQFHLVFRQFHQWUDWHG
DPRQJVWVHQLRUFRPPLWWHHPHPEHUVHJ/HYLWWDQG3RWHUED7KHHYLGHQFHLQFROXPQ




)LJXUH  SUHVHQWV D JUDSKLFDO GHSLFWLRQ RI WKH LPSDFW RI VHQLRU LQIOXHQWLDO FRPPLWWHH
PHPEHUWXUQRYHURQVXEVHTXHQW$$(5V7KHHYLGHQFHLQGLFDWHVWKDWILUPVZLWKZLWKRXWVKRFNV
WR WKHLU LQIOXHQWLDOFRPPLWWHH UHSUHVHQWDWLRQVXEVHTXHQWO\H[SHULHQFHDQ LQFUHDVHQRHIIHFW LQ
WKHSURSHQVLW\WKDWWKH\ZLOOUHFHLYHDILQDQFLDOPLVFRQGXFWUHODWHG$$(5
,QXQWDEXODWHGUREXVWQHVV WHVWVZHILQG WKDW WKHadditionRIDFRPPLWWHHPHPEHU WRDQ
LQIOXHQWLDO FRPPLWWHH KDV QR VWDWLVWLFDO HIIHFW RQ WKH OLNHOLKRRG RI $$(5 LVVXDQFHV 7KLV LV
FRQVLVWHQWZLWK QHZ FRPPLWWHHPHPEHUV KDYLQJ UHODWLYHO\ OHVV SROLWLFDO LQIOXHQFH GXH WR WKHLU
MXQLRUVWDWXV:HDOVRH[DPLQHWKHSRVVLELOLW\WKDWRXUUHVXOWVDUHDIIHFWHGE\XQREVHUYHGWLPH
LQYDULDQW ILUPVSHFLILF IDFWRUV E\ UHSOLFDWLQJ RXU WHVWV DIWHU LQFOXGLQJ ILUPOHYHO IL[HGHIIHFWV
DQG UHPRYLQJ LQGXVWU\ DQG VWDWH IL[HGHIIHFWV 7KH XQWDEXODWHG UHVXOWV DUH HFRQRPLFDOO\ DQG
VWDWLVWLFDOO\ VLPLODU WR WKRVH SUHVHQWHG LQ 7DEOHV  DQG  DFURVV ERWK OHYHOV DQG FKDQJH
VSHFLILFDWLRQV,QDGGLWLRQZHILQGWKDWRXUUHVXOWVDUHTXDOLWDWLYHO\VLPLODUZKHQZHFRQWUROIRU








VLJQLILFDQW UHODWLRQ EHWZHHQ LQIOXHQWLDO FRPPLWWHH PHPEHU UHSUHVHQWDWLRQ DQG 6(& ILQDQFLDO




OLNHOLKRRG DUH VWLOO GULYHQ E\ VRPH RWKHU XQREVHUYHG IDFWRU VXFK DV FKDQJHV LQ VWDWH OHYHO
HFRQRPLFLHDQRPLWWHGYDULDEOHSUREOHP7RDOOHYLDWHWKLVSRVVLELOLW\ZHXQGHUWDNHDVHULHV
RI IDOVLILFDWLRQ WHVWV XVLQJ FKDQJHV LQ UHSUHVHQWDWLRQ RQ WKH PRVW SRZHUIXO FRQJUHVVLRQDO
FRPPLWWHHV WKDW KDYH QR MXULVGLFWLRQ RYHU WKH 6(& LH SRZHUIXO FRPPLWWHHV RWKHU WKDQ
LQIOXHQWLDO FRPPLWWHHV:H DJDLQ LGHQWLI\ WKH WHQPRVW SRZHUIXO XQUHODWHG 6HQDWH DQG+RXVH
FRPPLWWHHVIURP(GZDUGVDQG6WHZDUW:HFUHDWHPHDVXUHVRIFRPPLWWHHSRZHUWKDWDUH
VLPLODU WR WKH SUHYLRXVO\ GHILQHG PHDVXUHV EXW EDVHG RQ WKH SRZHU RI D ILUP¶V SROLWLFDO
UHSUHVHQWDWLRQ RQ WKHVH DOWHUQDWLYH SRZHUIXO FRPPLWWHHV:H UHHVWLPDWH HTXDWLRQ  DIWHU
UHSODFLQJ WKH Senior_Drop DQG Non-Senior_Drop YDULDEOHV ZLWK WKHVH QHZ YDULDEOHV
Senior_Drop_OtherComm DQG Non-Senior_Drop_OtherComm :H PDWFK HDFK ILUP WKDW
H[SHULHQFHVWKHWXUQRYHURIDVHQLRUQRQVHQLRUQRQUHOHYDQWFRPPLWWHHSROLWLFLDQZLWKDILUPLQ
DQRWKHUVWDWH WKDWDOVRKDVUHSUHVHQWDWLRQRQRQHRI WKHWHQDOWHUQDWLYHFRPPLWWHHVEXWGRHVQRW
H[SHULHQFH D VKRFN WR WKH FRPPLWWHH UHSUHVHQWDWLRQ:H XVH WKH VDPH PDWFKLQJ YDULDEOHV DV
SUHYLRXVO\GLVFXVVHG)RUWHVWVXVLQJVHQLRUDQGQRQVHQLRUFRPPLWWHHPHPEHUWXUQRYHURQRWKHU
QRQ6(&UHODWHG SRZHUIXO FRPPLWWHHV WKH PDWFKHG VDPSOH \LHOGV  DQG  ILUP\HDU
REVHUYDWLRQVUHVSHFWLYHO\







Non-Senior_Drop_OtherComm LQ FROXPQV  DQG  UHVSHFWLYHO\ DUH QHJDWLYH DQG VWDWLVWLFDOO\
LQVLJQLILFDQW ,Q RWKHU ZRUGV WKH ORVV RI D SRZHUIXO SROLWLFLDQ RU D UHODWLYHO\ OHVV SRZHUIXO





1H[W ZH LQYHVWLJDWHZKHWKHU WKH LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ DIIHFWV SHQDOWLHV
IRUFRQVWLWXHQWILUPVVXEMHFWWR6(&LQYHVWLJDWLRQVDJDLQVWILQDQFLDOPLVFRQGXFW)RUHDFKRIWKH
 $$(5V GXULQJ RXU VDPSOH SHULRG ZH XVH WKH 6(&¶V UHJXODWRU\ ILOLQJV FRXUW YHUGLFWV
/H[LV1H[LV DQG *RRJOHFRP WR LGHQWLI\ WKH VFRSH RI WKH DOOHJHG ILQDQFLDO PLVFRQGXFW DQG
VXEVHTXHQW UHJXODWRU\ SHQDOWLHV E\ WKH 6(& RU WKH 'HSDUWPHQW RI -XVWLFH '2- RQ WKH
WUDQVJUHVVRU ILUPDQGRUHPSOR\HHV:HH[FOXGHRQJRLQJ LQYHVWLJDWLRQV IURPRXU WHVWV DV
ZHOO DV DQRWKHU  FDVHV EHFDXVH RI WKH GLIILFXOW\ LQ DFFXUDWHO\PDSSLQJ WKH DVVHVVHG SHQDOW\
ZLWKWKHVFDOHRIWKHILQDQFLDOPDQLSXODWLRQ)RUWKHUHPDLQLQJFDVHVWKHPHDQDJJUHJDWH
LQFRPHRUSURILWPDQLSXODWLRQ LVDSSUR[LPDWHO\PLOOLRQDQG UDQJHV IURP WR
ELOOLRQ)LUPVZLWKLQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLRQLQWKHWRSTXDUWLOHRIVHQLRULW\UHSRUWDQ
DYHUDJHHDUQLQJVPDQLSXODWLRQRIPLOOLRQ FRPSDUHG WRPLOOLRQ IRU DOO RWKHU FDVHV
7KHGLIIHUHQFHLVVWDWLVWLFDOO\VLJQLILFDQWDWWKHOHYHO7KHUHJXODWRU\SHQDOWLHVLVVXHGDJDLQVW





E\ LPSURSHUO\ GLVJXLVLQJ >D@ PLOOLRQ ORDQ DV FDVK IORZ IURPRSHUDWLRQV RQ LWV ILQDQFLDO VWDWHPHQWV WKHUHE\
PLVOHDGLQJ LQYHVWRUVDERXW WKH OHYHORI LWVHQHUJ\ WUDGLQJDFWLYLW\´2XU UHVXOWVDUH UREXVW WR LQFOXGLQJ WKHVHQRQ
LQFRPHRUVDOHVPDQLSXODWLRQUHODWHGFDVHVDQGHLWKHUH[FOXGLQJWKHFRQWUROYDULDEOHWKDWFDSWXUHVWKHDPRXQWRIWKH







DYHUDJHSHQDOW\RIPLOOLRQ FRPSDUHG WRPLOOLRQ IRU DOO RWKHU FDVHV7KHGLIIHUHQFH LV
VWDWLVWLFDOO\VLJQLILFDQWDWWKHOHYHO,QDOPRVWDOOWKHFDVHVWKH6(&DOVRLVVXHVD³FHDVHDQG
GHVLVW´ QRWLILFDWLRQ DJDLQVW WKH ILUP ,Q IRXU FDVHV WKH 6(& VLPSO\ GURSV WKH HQIRUFHPHQW
LQYHVWLJDWLRQLQWRWKHILUPV,QURXJKO\FDVHVRIWKHPLVFRQGXFWFDVHVHPSOR\HHV
UHFHLYH MDLO VHQWHQFHV UDQJLQJ IURP VHYHUDO PRQWKV XS WR  \HDUV DJJUHJDWHG DW WKH ILUP
OHYHO ,Q WKH YDVWPDMRULW\ RI FDVHV WKDW GR QRW UHVXOW LQ LQFDUFHUDWLRQ WKH6(& LPSRVHV EDQV
DJDLQVWFRQYLFWHGHPSOR\HHVIURPVXEVHTXHQWO\VHUYLQJDVDQH[HFXWLYHRUDGLUHFWRURIDSXEOLF
FRPSDQ\DQGRUVXVSHQGVSURIHVVLRQDO OLFHQVHV%DQVUDQJHIURPRQH\HDU WROLIH:HHVWLPDWH
WKH IROORZLQJ PXOWLYDULDWH VSHFLILFDWLRQ WR H[DPLQH WKH HIIHFW RI LQIOXHQWLDO FRPPLWWHH
UHSUHVHQWDWLRQRQSHQDOWLHVDVVHVVHGIRUILQDQFLDOPLVFRQGXFW
Penalty$i,t ĮȕSeniorityi,tȕXControlsi,tȟi,t    
ZKHUHPenalty$i,t LV D FRQWLQXRXV YDULDEOH FDSWXULQJ WKH ORJ PRQHWDU\ YDOXH RI WKH DJJUHJDWH
SHQDOW\ LPSRVHG E\ WKH 6(& RU 'HSDUWPHQW RI -XVWLFH '2- RQ WKH ILUP DQGRU HPSOR\HHV
Seniorityi,tLVRQHRIWKHWKUHHPHDVXUHVRIVHQLRULW\DVSUHYLRXVO\GHILQHGControlsi,tLVDYHFWRU
RIFRQWUROV LQFOXGLQJPolitical_ConnectionPolitical_ContributionLobby_SEC WKH ORJGROODU
YDOXHRIWKHQHWSURILWPLVVWDWHPHQWDOOHJHGE\WKH6(&IncomeInflation$Litigation RiskSize
Leverage MtB Profit Inst_Own Analyst_Following DQG Distance_to_SEC DV SUHYLRXVO\
GHILQHG:HDOVRLQFOXGHVWDWHLQGXVWU\DXGLWRUDQG\HDUIL[HGHIIHFWV









:HSUHVHQWPXOWLYDULDWH WHVW UHVXOWV LQ7DEOH2YHUDOO WKH HYLGHQFH LQGLFDWHV WKDW WKH
6(&LPSRVHVORZHUPRQHWDU\SHQDOWLHVIRUILQDQFLDOPLVFRQGXFWE\ILUPVORFDWHGLQDUHDVVHUYHG
E\ SRZHUIXO LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ UHODWLYH WR ILQDQFLDOPLVFRQGXFW E\ ILUPV LQ
RWKHU VWDWHV 7KH UHVXOWV DUH UREXVW DFURVV DOO WKUHH PHDVXUHV RI FRPPLWWHH SRZHU
Total_SeniorityCommittee_NumDQGSeniority_Dum,QHFRQRPLFWHUPVIRUDILUPLVVXHGZLWK
DQ $$(5 ZH ILQG WKDW D RQH VWDQGDUG GHYLDWLRQ LQFUHDVH LQ WKHLU LQIOXHQWLDO FRPPLWWHH
Total_Seniority LVDVVRFLDWHGZLWKDUHGXFHGSHQDOW\RIDSSUR[LPDWHO\PLOOLRQ7KLVDPRXQW
KROGVDIWHUFRQWUROOLQJ IRUDQXPEHURIGHWHUPLQDQWVRI WKHPDJQLWXGHRI WKHSHQDOW\DVVHVVHG
LQFOXGLQJ WKH DOOHJHG DPRXQW RI LQFRPH PDQLSXODWLRQ DQG ILUP VL]H 0RUH LPSRUWDQWO\ RXU
UHVXOWV DUH UREXVW WR WKH LQFOXVLRQ RI WZR YDULDEOHV WKDW FDSWXUH WKH SUHVHQFH RI SROLWLFDO
FRQQHFWLRQV YLD SHUVRQDO UHODWLRQVKLSV DQG PRQHWDU\ FRQWULEXWLRQV :H ILQG WKDW






 0HFKDQLVPV 7KDW 'ULYH 9DULDWLRQ LQ (QIRUFHPHQW $FWLRQV $JDLQVW )LQDQFLDO
0LVFRQGXFW
,Q WKLV VHFWLRQZH LQYHVWLJDWHPHFKDQLVPV WKDW H[SODLQ WKH UHODWLRQEHWZHHQ LQIOXHQWLDO
FRPPLWWHH PHPEHUVKLS DQG 6(& HQIRUFHPHQW DJDLQVW FRQVWLWXHQW ILUPV  ,Q 6HFWLRQ  ZH






 0HFKDQLVPV WKDW H[SODLQ WKH QHJDWLYH UHODWLRQ EHWZHHQ LQIOXHQWLDO FRPPLWWHH
UHSUHVHQWDWLRQDQGOLNHOLKRRGRIDQHQIRUFHPHQWDFWLRQIRUILQDQFLDOPLVFRQGXFW
:HFRQVLGHUWZRPHFKDQLVPVWKURXJKZKLFKLQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLRQDIIHFWV
WKH OLNHOLKRRG WKDW FRQVWLWXHQW ILUPV IDFH 6(& HQIRUFHPHQW DFWLRQV IRU ILQDQFLDO PLVFRQGXFW
)LUVWILUPVWKDWKDYHFDSWXUHGWKHLULQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLYHVFDQXVHWKHLUSROLWLFDO
FDSLWDO WRSUHVVXUHSROLWLFLDQV WR OLPLW WKH VHYHULW\RI6(& LQYHVWLJDWLRQVDQGSHQDOWLHV7KLV LV
DOVR FRQVLVWHQW ZLWK WKHRUHWLFDO DUJXPHQWV WKDW FRQQHFWHG ILUPV FDQ XVH SROLWLFDO IDYRUV ZKHQ
QHHGHG%DURQ*URVVPDQDQG+HOSPDQ:HODEHOWKLVWKHprotection hypothesis
$OWHUQDWLYHO\LQIOXHQWLDOFRPPLWWHHFRQVWLWXHQWILUPVPD\VXSSO\KLJKHUTXDOLW\ILQDQFLDO
UHSRUWV EHFDXVH RI LQYHVWRU FRQFHUQV DERXWZHDOWK H[SURSULDWLRQ RU EHFDXVH RI FRQFHUQV DERXW
SROLWLFDOFRVWVIURPILQDQFLDOUHSRUWLQJIDLOXUH7KLVDUJXPHQWLVFRQVLVWHQWZLWKVWXGLHVWKDWDUJXH
ILUPV UHVSRQG WR LQYHVWRU FRQFHUQV DERXWZHDOWK WUDQVIHUV EHFDXVH RI SROLWLFDO FRQQHFWLRQV E\
LPSURYLQJILQDQFLDOUHSRUWLQJTXDOLW\IRUH[DPSOHVHH:DWWVDQG=LPPHUPDQ'\FNDQG
=LQJDOHV*XHGKDPLHWDO+LJKHUILQDQFLDOUHSRUWLQJTXDOLW\LQWXUQPHFKDQLFDOO\
UHGXFHV WKH OLNHOLKRRG RI ILQDQFLDOPLVFRQGXFW DQG HQIRUFHPHQW DJDLQVWPLVFRQGXFW DOO HOVH
HTXDO:HODEHOWKLVSRVVLELOLW\WKHprevention hypothesis
,QRUGHU WRGLIIHUHQWLDWHEHWZHHQWKH WZRPHFKDQLVPVZHXQGHUWDNHDFKDQJHVDQDO\VLV
WKDW H[DPLQHV ILUP ILQDQFLDO UHSRUWLQJ FKDUDFWHULVWLFV DURXQG H[RJHQRXV GURSV WR ILUPV¶











7KH VDPSOH IRU RXU HPSLULFDO WHVWV LQFOXGHV D WUHDWPHQW JURXS ZKLFK DUH ILUPV LQ
FRQVWLWXHQFLHV WKDW H[SHULHQFH SODXVLEO\ H[RJHQRXV VHQLRU LQIOXHQWLDO FRPPLWWHH PHPEHU





¨FRQi,t ĮȕSenior_Dropi,tȕXǻControlsi,t ȟi,t   
ZKHUH¨FRQi,t UHSUHVHQWV FKDQJHV LQ ILQDQFLDO UHSRUWLQJ TXDOLW\ XVLQJ RQH RI WKUHH FRPPRQO\




1H[W Senior_Dropi,t LV DV SUHYLRXVO\ GHILQHG $ QHJDWLYH SRVLWLYH FRHIILFLHQW RQ
Senior_DropLQGLFDWHVWKDWILQDQFLDOUHSRUWLQJTXDOLW\GHFUHDVHVLQFUHDVHVIROORZLQJWKHH[LWRI
D VHQLRU LQIOXHQWLDO FRPPLWWHH PHPEHU FRQVLVWHQW ZLWK WKH SUHYHQWLRQ K\SRWKHVLV SURWHFWLRQ








Senior_DropZLWK YDULDEOHV WR FDSWXUH  GHSDUWXUHV E\ QRQVHQLRU FRPPLWWHHPHPEHU Non-
Senior Drop)DQGGHSDUWXUHVE\VHQLRUSROLWLFLDQVRQRWKHUXQUHODWHGSRZHUIXOFRQJUHVVLRQDO
FRPPLWWHHV Senior_Drop_OtherComm). 8QGHU RXU SULPDU\ WKHVLV FKDQJHV LQ HLWKHU RI WKHVH
JURXSVVKRXOGQRWDIIHFWFRQVWLWXHQWILUPILQDQFLDOUHSRUWLQJTXDOLW\
ǻControlsi,tLVWKHFKDQJHIRUPRIDYHFWRURIFRQWUROYDULDEOHVFRPPRQO\XVHGWRH[SODLQ
HDUQLQJV TXDOLW\ LQFOXGLQJ Political_Contribution, Lobby_SEC Size Leverage MtB Profit
Issuance Stdev_Cashflow, Stdev_Sales, Oper_Cycle, Inst_Own, Analyst_Following,
Auditor_Share Auditor_Tenure Office_Size GC_Dummy, DV SUHYLRXVO\ GHILQHG :H GURS
YDULDEOHV WKDW GR QRW YDU\ LQ WKH SUH DQG SRVW SHULRGV GXULQJ RXU VDPSOH ZLQGRZ
Political_Connection, Litigation Risk, DQG Distance_to_SEC.  ,Q DGGLWLRQ DOO VSHFLILFDWLRQV






\HDUV<HDU  UHSUHVHQWV WKH \HDU RI LQIOXHQWLDO FRPPLWWHHPHPEHU WXUQRYHU IRU WKH WUHDWPHQW
JURXS 7KH HYLGHQFH DFURVV DOO WKUHH SDQHOV LQGLFDWHV WKDW DYHUDJH ILQDQFLDO UHSRUWLQJ TXDOLW\
GHFUHDVHV IRU WUHDWPHQW ILUPV LPPHGLDWHO\ IROORZLQJ FRPPLWWHH PHPEHU WXUQRYHU FRQVLVWHQW
ZLWK WKH SUHYHQWLRQ K\SRWKHVLV ,Q FRQWUDVW FRQWURO ILUPV GR QRW DSSHDU WR H[SHULHQFH DQ\
QRWLFHDEOHFKDQJHLQILQDQFLDOUHSRUWLQJTXDOLW\DURXQGWKHWXUQRYHU\HDU
7DEOH  SUHVHQWV FRHIILFLHQWV IURP WHVWV RI HTXDWLRQ  IRU HDFK RI WKH WKUHH )54












PHDVXUH RI ILQDQFLDO UHSRUWLQJ TXDOLW\ XQWDEXODWHG 1DPHO\ ILUPV DUH PRUH OLNHO\ WR LVVXH
UHVWDWHPHQWV VXEVHTXHQW WR WKH ORVVRID VHQLRU LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLYH UHODWLYH WR
RWKHUILUPV
:H DOVR XQGHUWDNH D QXPEHU RI UREXVWQHVV WHVWV :H ILQG QR VWDWLVWLFDO HYLGHQFH WKDW
ILQDQFLDO UHSRUWLQJ TXDOLW\ FKDQJHV IROORZLQJ WKH H[LW RI D QRQVHQLRU LQIOXHQWLDO FRPPLWWHH
PHPEHU FROXPQV  RU GHSDUWXUHV E\ VHQLRU SROLWLFLDQV RQ RWKHU XQUHODWHG RI RWKHU
FRPPLWWHHVFROXPQV,QVXP WKHUHVXOWV LQ7DEOHDUHFRQVLVWHQWZLWKWKHDUJXPHQWWKDW
ILUPV SHUFHLYH VHQLRU LQIOXHQWLDO FRPPLWWHH PHPEHU UHSUHVHQWDWLRQ DV LQFUHDVLQJ WKH ULVN RI
JUHDWHU6(&VFUXWLQ\7KHILUPVSURDFWLYHO\DFWWRLPSURYHILQDQFLDOUHSRUWLQJTXDOLW\DQGUHGXFH
WKHULVNRIUHJXODWRU\LQYHVWLJDWLRQ7KHHYLGHQFHLVLQFRQVLVWHQWZLWKWKHDUJXPHQWWKDWSROLWLFDO













WUHDW LQIOXHQWLDO FRPPLWWHH FKDLUSHUVRQV DQG UDQNLQJ PHPEHUV DV H[RIILFLR PHPEHUV RI DOO
VXEFRPPLWWHHVFRQVLVWHQWZLWKFRPPLWWHHUXOHVLQERWKWKH6HQDWHDQGWKH+RXVH
7DEOHSUHVHQWVUHVXOWVIRUWHVWVRI(TXDWLRQDIWHUSDUWLWLRQLQJLQIOXHQWLDOFRPPLWWHH




DOO WKUHH VHQLRULW\PHDVXUHV )WHVWV LQGLFDWH WKDW WKH VXEFRPPLWWHH HIIHFW LV VWDWLVWLFDOO\ ODUJHU
WKDQ WKDW IRU QRQVXEFRPPLWWHHV $ SRWHQWLDO H[SODQDWLRQ IRU ZK\ QRQVXEFRPPLWWHH
PHPEHUVKLS LV LPSRUWDQW LV WKDW DOO LQIOXHQWLDO FRPPLWWHH PHPEHUV UHJDUGOHVV RI WKHLU
VXEFRPPLWWHH DVVLJQPHQWV KDYH WKH DELOLW\ WR LQIOXHQFH 6(& DFWLRQV HLWKHU GLUHFWO\ RU YLD
UHODWLRQVKLSVZLWKRWKHUFRPPLWWHHPHPEHUV 
'LIIHUHQWLDO(IIHFWVRI6HQDWHDQG+RXVH,QIOXHQWLDO&RPPLWWHHV
 ,Q WKLV VHFWLRQ ZH FRQVLGHU ZKHWKHU RXU UHVXOWV YDU\ EDVHG RQ ZKHWKHU ILUPV KDYH
UHSUHVHQWDWLRQRQHLWKHUWKH6HQDWHRUWKH+RXVHLQIOXHQWLDOFRPPLWWHHV2QHUHDVRQWRH[SHFWD
GLIIHUHQFHEHWZHHQWKHFRPPLWWHHVLVWKDWWKH6HQDWHFRPPLWWHHLVWDVNHGZLWKWKHUHVSRQVLELOLW\






DQG+RXVH FRPPLWWHHV VHSDUDWHO\:H WKHQ UHVWULFW HTXDWLRQ  WR HLWKHU WKH6HQDWH RU+RXVH
LQIOXHQWLDO FRPPLWWHH SRZHUPHDVXUHV LQVWHDGRI WKH FRUUHVSRQGLQJ WKUHH DJJUHJDWH FRPPLWWHH
SRZHU PHDVXUHV :H SUHVHQW UHVXOWV LQ 7DEOH  7KH ILQGLQJV DFURVV DOO WKUHH PHDVXUHV RI
FRPPLWWHH SRZHU LQGLFDWH WKDW WKH UHODWLRQ EHWZHHQ LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ DQG
HQIRUFHPHQWDFWLRQVLVVWDWLVWLFDOO\VLJQLILFDQWDFURVVERWKWKH6HQDWHDQG+RXVHFRPPLWWHHV,Q




 ,Q RUGHU WR HOLPLQDWH WKH SRVVLELOLW\ WKDW RXU UHVXOWV DUH GULYHQ E\ LQFUHDVHG VFUXWLQ\
DJDLQVW ILQDQFLDO UHSRUWLQJ IROORZLQJ WKH FROODSVHV RI (QURQ DQG:RUOG&RPZH UHSOLFDWH RXU
WHVWV DIWHU UHPRYLQJ DOO REVHUYDWLRQV IRU   DQG  7KH UHVXOWV IURP WKHVH
XQWDEXODWHGWHVWVDUHTXDOLWDWLYHO\VLPLODUWRWKHUHSRUWHGILQGLQJV
+RXVHRI5HSUHVHQWDWLYHV6WDWH$SSRUWLRQPHQW




LQ WKH 6HQDWH 7KXV WKH PRVW SRSXORXV 86 VWDWHV &DOLIRUQLD 7H[DV )ORULGD 1HZ <RUN
3HQQV\OYDQLD DQG ,OOLQRLVKDYH WKH ODUJHVW QXPEHURI+RXVH VHDWV)LUPV ORFDWHG LQ WKHVH VL[





















:H DOVR H[DPLQH ZKHWKHU SROLWLFLDQV ZKR FKRRVH WR VHUYH RQ LQIOXHQWLDO FRPPLWWHHV
UHSUHVHQW D VWDWH RU D FRQJUHVVLRQDO GLVWULFW LQ D VWDWH WKDW LV YLHZHG DV ³EXVLQHVV IULHQGO\´
%XVLQHVVIULHQGO\ VWDWHV DUH OLNHO\ WR DWWUDFW ERWK KLJKHU TXDOLW\ DQG PRUH VXFFHVVIXO ILUPV





DQG2NODKRPD+RZHYHURI DOO WKH VWDWHPHQWLRQV DUH:DVKLQJWRQZKHUH%RHLQJKDVPDMRUPDQXIDFWXULQJ





LQIOXHQWLDO FRPPLWWHHV 8VLQJ )RUEHV¶ DQQXDO VXUYH\ RI VWDWHOHYHO EXVLQHVV HQYLURQPHQW GDWD




:H H[SORUH WKH FRUSRUDWH JRYHUQDQFH UROH RI 86 SROLWLFLDQV E\ H[DPLQLQJ SROLWLFDO
UHSUHVHQWDWLRQRQWKHWZRFRQJUHVVLRQDOFRPPLWWHHVWKDWKDYHUHVSRQVLELOLW\IRUILQDQFLDOPDUNHW
UHJXODWLRQ DQG 6(& RYHUVLJKW  WKH86 6HQDWH &RPPLWWHH RQ %DQNLQJ +RXVLQJ DQG8UEDQ
$IIDLUV DQG WKH 86 +RXVH RI 5HSUHVHQWDWLYHV )LQDQFLDO 6HUYLFHV &RPPLWWHH 2XU HYLGHQFH
LQGLFDWHV WKDW ILUPV ZLWK SRZHUIXO UHSUHVHQWDWLRQ RQ WKHVH FRQJUHVVLRQDO FRPPLWWHHV DUH OHVV
OLNHO\WREHVXEMHFWWR6(&HQIRUFHPHQWDFWLRQIRUILQDQFLDOPLVFRQGXFW:HH[SORLWH[RJHQRXV
WXUQRYHU LQ FRPPLWWHH PHPEHUVKLS WR GUDZ FDXVDO LQIHUHQFHV )LUPV WKDW ORVH SRZHUIXO
LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ VXEVHTXHQWO\ H[SHULHQFH DQ LQFUHDVHG OLNHOLKRRGRI IDFLQJ
6(& LQYHVWLJDWLRQV IRU ILQDQFLDOPLVFRQGXFW )XUWKHUPRUH FRQGLWLRQDO RQ WKH 6(& LVVXLQJ DQ
HQIRUFHPHQWDFWLRQ ILUPVZLWKSRZHUIXO LQIOXHQWLDOFRPPLWWHHUHSUHVHQWDWLRQUHFHLYHUHODWLYHO\
VPDOOHUSHQDOWLHVWKDQRWKHUILUPV
:HXQGHUWDNHIXUWKHU WHVWV WRGLIIHUHQWLDWHEHWZHHQ WKHSRVVLEOHGULYHUVRIRXU ILQGLQJV
7KH HYLGHQFH VXJJHVWV WKDW WKH GRFXPHQWHG ORZHU HQIRUFHPHQW DFWLYLW\ DJDLQVW ILUPV ZLWK
SRZHUIXO LQIOXHQWLDO FRPPLWWHH UHSUHVHQWDWLRQ LV GXH WR ILUPV¶ H[DQWH HIIRUWV WR LPSURYH
ILQDQFLDOUHSRUWLQJUDWKHUWKDQEHFDXVHRISROLWLFDOSURWHFWLRQDJDLQVWHQIRUFHPHQW
2XU VWXG\ VKRXOG EH RI LQWHUHVW WR UHJXODWRUV SROLWLFLDQV DQG ILUPV 7KH UROH DQG







JRYHUQDQFH UROH RI FRQJUHVVLRQDO FRPPLWWHHV UHSUHVHQWDWLRQ IRU FRQVWLWXHQW ILUP ILQDQFLDO
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ǻ(QIRUFHPHQW$QLQGLFDWRUYDULDEOHVHW WRRQHLI WKHILUPLVQRWVXEMHFW WRIUDXGUHODWHG$$(5
EHIRUHDIWHUWKHH[LWRILQIOXHQWLDOFRPPLWWHHPHPEHUDQGVHWWR]HURRWKHUZLVH
7XUQRYHU$Q LQGLFDWRU YDULDEOH VHW WR RQH LI WKH LQIOXHQWLDO RWKHU SRZHUIXO FRPPLWWHHPHPEHU
IURPWKHILUP¶VVWDWHOHDYHV&RQJUHVVDQGVHWWR]HURRWKHUZLVH





)54 3HUIRUPDQFHPDWFKHG GLVFUHWLRQDO DFFUXDOV IURP .RWKDUL HW DO  DQG GHWDLOHG LQ
$SSHQGL[%

Variables of Interest: 
7RWDOB6HQLRULW\)RUHDFKILUPLQDJLYHQVWDWHWKHDJJUHJDWHWHQXUHRIWKDWVWDWH¶VFXUUHQWSROLWLFDO
UHSUHVHQWDWLRQIRUERWKLQIOXHQWLDOFRPPLWWHHVLQ\HDUV
&RPPLWWHHB1XP )RU HDFK ILUP LQ D JLYHQ VWDWH WKH WRWDO QXPEHU RI SROLWLFLDQV IURP WKDW VWDWH
VHUYLQJRQLQIOXHQWLDOFRPPLWWHHV
6HQLRULW\B'XP)RUHDFKILUPLQDJLYHQVWDWHDQLQGLFDWRUYDULDEOHVHWWRRQHLIWKDWVWDWH¶VSROLWLFDO
UHSUHVHQWDWLRQ RQ LQIOXHQWLDO FRPPLWWHHV LV LQ WKH WRS TXDUWLOH RI VHQLRULW\ RQ DW OHDVW RQH RI WKH
LQIOXHQWLDOFRPPLWWHHVDQG]HURRWKHUZLVH
6HQLRUB'URS)RUHDFKILUPLQDJLYHQVWDWHDQLQGLFDWRUYDULDEOHVHWWRRQHLIDSRZHUIXOLHWRS
VHQLRULW\ TXDUWLOH LQIOXHQWLDO FRPPLWWHH SROLWLFLDQ IURP WKDW VWDWH HQGV KLVKHU FRQJUHVVLRQDO
DSSRLQWPHQWLQWKDW\HDUDQG]HURRWKHUZLVH
1RQ6HQLRUB'URS )RU HDFK ILUP LQ D JLYHQ VWDWH DQ LQGLFDWRU YDULDEOH VHW WR RQH LI D QRQWRS
VHQLRULW\ TXDUWLOH LQIOXHQWLDO FRPPLWWHH SROLWLFLDQ IURP WKDW VWDWH HQGV KLVKHU FRQJUHVVLRQDO
DSSRLQWPHQWLQWKDW\HDUDQG]HURRWKHUZLVH
6HQLRUB'URSB2WKHU&RPP )RU HDFK ILUP LQ D JLYHQ VWDWH DQ LQGLFDWRU YDULDEOH VHW WR RQH LI D




VWDWH¶V SRZHUIXO LH QRQWRS VHQLRULW\ TXDUWLOH SROLWLFDO UHSUHVHQWDWLYH VHUYLQJ RQ RQH RI WKH WHQ
PRVWSRZHUIXOQRQ6(&UHOHYDQWFRQJUHVVLRQDOFRPPLWWHHHQGVKLVKHUFRQJUHVVLRQDODSSRLQWPHQWLQ
WKDW\HDUDQG]HURRWKHUZLVH

























/LWLJDWLRQB5LVN$Q LQGLFDWRUYDULDEOH VHW WRRQH LI WKH ILUP LV LQRQHRI WKH IROORZLQJ LQGXVWULHV
ELRWHFK 6,&FRGHV DQG FRPSXWHU  DQG HOHFWURQLFV
UHWDLODQG]HURRWKHUZLVH







































ZKHUHWC_ACC ¨CA ¨CL ¨CASH¨STDEBT¨TAXES¨CA LV WKHFKDQJH LQFXUUHQWDVVHWV
EHWZHHQ \HDU t- DQG t¨CL LV WKH FKDQJH LQ FXUUHQW OLDELOLWLHV EHWZHHQ \HDU t- DQG t¨CASH LV WKH
FKDQJHLQFDVKDQGVKRUWWHUPLQYHVWPHQWVEHWZHHQ\HDUt-DQGt¨STDEBTLVWKHFKDQJHLQVKRUWWHUP
GHEWEHWZHHQ\HDUt-DQGt; DQG¨TAXESLVWKHFKDQJHLQWD[HVSD\DEOHEHWZHHQ\HDUt-DQGt










H[FOXGLQJ WKHFXUUHQWSRUWLRQRI ORQJWHUPGHEWPLQXVGHSUHFLDWLRQDQGDPRUWL]DWLRQ VFDOHGE\ ODJJHG













:HSUHVHQW DQQXDO WLPH VHULHV YDOXHV RI WKH SHUFHQW RI ILUPV VXEMHFW WR HQIRUFHPHQW DFURVV JURXSV EDVHG RQ WKH
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